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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Exchange Rate: US $1.00= 
unless otherwise stated. 1 Balboa 


ITEM A pl/ 
1972 % Change 


INCOME, PRODUCTION EMPLOYMENT 
GDP at Current Prices 1,297. : iii. 12. 
GDP at Constant (1960) Prices 1,033. : a. 6. 
Per Capita GDP,Current Prices 841.3 E OE Mi. 9. 
Bananas (million bores 
exported) a ; .1 (I-IIT) -26. 
Crude 0il (million barrels 
processed) 28. 2 .8 E (I-III) -13. 
Valuation of Panama City Building 
Permits Issued 64. . .l (I-III) -23. 
Unemployment in Metropolitan Area 8.5% 


BANKING SYSTEM & PRICES (Year end 
balance except noted) 
Loans § Discounts 
Banking Activity 

Volume of Loans Granted: 
Residents 
Foreign 

Bank Deposits, Total* 
Demand, Domestic 
Demand, Foreign 
Time/Savings,'Domestic 
Time/Savings, Foreign 

Funded Public Debt, Central 
Gov. Total 
Domestic 
External 

External Debt Svc.as % of 
Goods §& Svcs.Exports** 

Consumer Price Index (1962 
base yr.for med./low income 
groups in Panama City, Aver. 
for each year.) 
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BALANCE OF PAYMENTS AND TRADE 

Balance of Payments (Goods 
§& Svcs.) -96. -118. “, 22. 

Commodity Exports (FOB 

Registered) ‘ 133. .4 (I-II)P 67. 
U.S. Share 44, 435.35 % ‘ n, 
Commodity Imports (FOB) ‘ 448, -3 (I-IT)P 82. 
U.S. Share 34. 34. ‘ n. 

Gross Flows to Panama from 
Canal Zone *** 173. 187. ‘ 7.9 


NOTES: E-Estimate; P-Preliminary; (I) (II) (III)Quarters; *Excludes domestic and foreign inter- 
bank deposits; **includes refinancing; ***Wages paid Panamanians, other services and 
goods purchased,transfers. I/Percent change with similar period. 





SUMMARY 


The Panamanian economy, which has enjoyed a long period of buoyant 
growth, faces the problems of increasing inflation and tighter credit 
common to much of the world today. The consumer price index for Panama 
City rose 17.5% for the period September 1973-September 1974, compared 
with a 7.1% increase over the preceding 12 months, while indices for 
import prices and wholesale prices have risen at a rate almost double 
that of the consumer index. The rise in oil prices was a major factor 
in the 90% increase in Panama's January-June trade deficit. Total 

bank deposits (predominantly foreign) grew very rapidly during the first 
two quarters of this year and then leveled off. Seven new banks have 
recently been granted permission to open here, bringing to 63 the number 
of institutions licensed to operate in this important regional financial 
center. 


The economy has benefited this year from better harvests for staple 
crops, a substantial increase in tourism, and continued strong public 
sector investment. On the other hand, shipments of bananas have dropped 
by one-fourth, and prospects for agreement between the Government and 
the only exporter, a United Brands subsidiary, on taxes and on the 
company's future status in the country remain uncertain. Growth of 
industrial production, other than refined petroleum products, appears 
Sluggish, and construction activity is down from last year's record high 
lewel. Panama will probably have difficulty this year in matching the 
6.5% increase in real gross domestic product achieved in 1973. 


The need to combat inflation through increased productivity was a pre- 
dominant theme expressed by government leaders during the October 
national celebrations, an initiative which has been welcomed by the 
private sector. An estimate of government investment plans over the 
next five years totals $2.4 billion, including important transportation 
and power projects and construction of sugar mills and a cement plant. 
Panama's longer-term economic prospects include ssgnificantly increased 
export receipts from expanded sugar production and anticipated eventual 
earnings of $150 million annually from the exploitation of the large 
Cerro Colorado copper deposit. 





THE CURRENT ECONOMIC SITUATION AND TRENDS 


Panama will probably have difficulty this year in matching the 6.5% 
increase in real gross domestic product achieved in 1973, a growth 

rate which, while still relatively good, was below that registered 
during the period of rapid economic expansion from 1961 through 1971, 
which averaged around 8%. Some of the gloom pervading the economies 

of most of the Western world is beginning to spread as well to Panama, 
whose open economy is particularly susceptible to the impact of 
increased import prices and the uncertainties of world financial markets. 


The tightening pinch of inflation is reflected in rapidly rising 

indices both of import prices (up 31.2% at the end of the third quarter 
over a twelve-month period) and general wholesale prices (up 31.5%). 

The consumer price index for Panama City rose by 17.5% during this same 
period. Rising import prices, and especially that of crude oil, are 
expected to lead to a substantial increase in this year's balance of 
payments deficit on current account. Panama's deficit has grown steadily 
from its low point for the past 20 years in 1968 ($15 million) to an esti- 
mated $118 million in 1973, because of the rise in import volume as 

well as prices and the lack of a corresponding growth in exports. The 
preliminary estimate of Panama's trade deficit for the first six months 


of 1974 is $244 million, compared with $128 million for the same period 
last year. 


The Planning Minister reported at the beginning of November that 75% 

of the projects covered by this year's public sector investment 

budget of $319 million (up 40% from 1973) have been executed thus far. 

A $36 million, ten year loan financing several of these projects was 
obtained in July from a group of banks led by First National City Bank, 
many of which participated in the $115 million debt refinancing loan 
arranged in October 1973. The government investment budget encompassing 
the various regional development plans projected for the next five years 
is now estimated to total $2,386.5 million. 


Increased Productivity Urged by Officials 


According to preliminary figures for the first three quarters of 1974, 
the value of Panama's industrial production (not including that of the 
oil refinery) rose by 24% compared with the same period last year, an 
increase largely accounted for by the rise in prices. 


The need to fight inflation by raising productivity was a dominant 

theme of official pronouncements during October 11 celebrations of the 
sixth anniversary of the Panamanian Revolution. The announcement of plans 
for making 1975 the "Year of Productivity have been accompanied by 
public exhortations for belt-tightening and harder work in order to 





permit the country to overcome the imported effects of world-wide 
inflation. Workers employed by a citrus firm which has gone out 
of business (Citricos de Chiriqui, S.A.) were publicly criticised 
for their poor productivity record in comparison with workers in 
similar plants elsewhere in the Americas. Continuing criticism 
against the Labor Code adopted in 1972 has increased speculation 
that at least certain provisions of the Code will soon be revised. 


Official pronouncements emphasizing the need for increased productivity 
have been well received by the local private sector. While businessmen 
individually and through their various associations still voice 
occasional complaints about a lack of attentiveness on the part of 
official authorities to the legitimate needs of the business camnunity, 
there have been no recent confrontations between the private sector 

and the Government as occurred last fall upon the introduction of new 
housing laws. Public officials have shown an increased concern for 
avoiding such incidents. For its part, the confederation of business 
groups, CONEP, organized a well attended three-day seminar during 
October to discuss issues involved in the current U.S.-Panamanian 

Canal treaty negotiations and has instituted a campaign for Panamanian 
businessmen to disseminate the Panamanian side of the story during their 
travels abroad. 


Construction Off from Peak Year 


The construction industry has had a drop in activity ef almost 25% 
during the first 9 months of 1974 compared with the same period last 
year. 1973 was, however, a year of unprecedented building activity. 
In unadjusted dollar values, 1974 remains the second highest year. 
The downturn has resulted primarily from the saturation of the Panama 
City market for luxury condominium apartments and, more recently, the 
tightening of credit by local banks for this type of construction. 


Credit Somewhat Tighter While Banking Center Expands 


Businessmen report increased caution on the part of local banks in 
extending lines of credit or honoring overdrafts. Total deposits in 
the banking system have leveled off since the end of the second quarter 
after a long period of growth. Total bank assets grew during the first 
six months of 1974 at a phenomenal rate even by recent Panamanian 
standards, to $5.6 billion (a 57% increase from the end of 1973 and 
151% over a twelve-month period). Deposits, other than inter-bank, 
increased by 40% during the twelve-month period ending June 30, 1974. 
The proportion of foreign deposits had risen to 87% of total deposits 
at that time, as compared with 79% at the end of 1973 and 65% at the 
end of 1972. 





The Banking Commission announced during October a liberalization of 
regulations concerning inter-bank deposits, permitting such deposits 
on shorter term than previously, a move which is expected to 
facilitate the development of a local money market. Inter-bank 
deposits represented 77% of total deposits as of June 30, 1974. 


Foreign banks continue to be attracted to Panama, constituting six 
of the seven institutions recently granted licenses to operate here. 
These include Bankers Trust of New York and two banks from Fortune's 
list of the 50 largest non-U.S. commercial banks--Union Bank of ~~ 
Switzerland and the Bank of Nova Scotia. All seven received Class 1 
licenses, permitting both local and offshore business,.and when fully 
operating will bring the total number of banks in this fast-growing 
regional financial center to 63, compared with 22 in operation five 
years ago. 


Banana Prospects Uncertain as Esport Tax Problem Remains Unresolved. 


Shipments of bananas, traditionally Panama's most important export, 
dropped 17.4% during the first six months of 1974 compared with the 

same period last year, due to adverse weather and disease. This 
decrease was further compounded during the third quarter by a dispute 
between the local United Brands subsidiary, Panama's only banana 
exporter, and the Government concerning the banana export tax of 

$1.00 per box (2.5 cents a pound) imposed last March as a result of 
discussions held that month in Panama City among the important banana 
exporting countries of Central and South America. Disagreement over 

the tax, which the company considers illegal, resulted in the suspension 
of shipments from Panama by the company on July 24, 1974, and an 

ensuing concerted effort on the part of the Government to mobilize all 
sectors within the country in support of its position (the so-called 
banana war). Banana shipments were resumed by United Brands on 
September 6; negotiations on the acquisition by the Government of United 


Brands' productive facilities within Panama are expected in the near 
future. 


Panama and four other major Latin American banana producing countries 
signed an agreement in Panama €ity on September 17 formally organizing 
the Union of Banana Exporting Countries (UPEB). The UPEB members have 
yet to agree on a common export tax policy. 


A Better Year for Agriculture 


The importance of agriculture in the economy has continued to decline, 
not only because other sectors are more dynamic, but also because 
agriculture has been somewhat stagnant. Agricultural production peaked 
in 1969 at an index level of 137 (1961-65 = 100), has been somewhat 





erratic since, and stood at 136 for 1973. Production over this 
period did not keep pace with population growth, as little new 
land came into production and yields on previously cultivated land 
did not rise. 


However, production of staples during the 1973-74 agricultural year 
showed substantial increases over the drought-stricken levels of the 
previous season. Rice became an export commodity for the first time 
after many years of imports, with production increasing 30%. Produc- 
tion of corn rose 24% and beans 12%. Increased Government technical 
and credit assistance plus indications that prices will be set at 
higher, more realistic levels promise additional improvements in the 
production of basic grains for 1974-75; output could equal or exceed 
the volumes of the late 1960's. Sugar cane production has received 
considerable Government attention; production increased 6% in 1973-74 
and promises to gain again in 1974-75. Exports of sugar, which were 
50,200 short tons in 1973, expanded to.65,000 to 70,000 in 1974 and 
could rise to 85,000 to 95,000 in 1975. Contract negotiations were 
recently begun for a second new Government sugar complex, with two more 
planned for the near future. The new mills are to produce sugar 
exclusively for export. 


In contrast to the trend of the previous twenty years, crop production 
in 1973-74 showed a greater increase than livestock production. The 


cattle population was 1.3 million head in June 1974, only 1.6% higher 
than a year earlier and 3.4% greater than two years ago. Thus per 
capita beef production declined, resulting in a reduction of exports 
allowed by the Government from a peak of 5.4 million pounds in 1972 
to 2.1 million pounds in 1973. Exports of beef in 1974 have remained 
at about the same level as in 1973, and no significant increase is 
expected in 1975. 


Fishing Remains Good 


For the fishing industry, 1974 promises to be another good year, but not 
much changed from 1973. Landings of shrimp, a major export, were up 
*14.4% over last year. However, this increase resulted from greater 

catch of the smaller varieties while the catch of larger, higher-priced 
varieties was down. Panama's shrimp fleet is currently being modernized, 
with financing from the World Bank. The two fish meal plants won a 

price increase bringing the domestic price more in line with world levels. 
One of the plants is negotiating a loan agreement with OPIC for expansion 
of facilities and fleet. 





Petroleum Bill Rises 


Despite a failure to locate oil deposits in initial test drillings, 
petroleum industry officials are optimistic that crude oil will even- 
tually be discovered in Panama because of the existence of favorable 
geological formations. Panama at present imports all of the crude 
processed at the country's one refinery from Ecuador, Venezuela and 
Saudi Arabia. The excess production of refined products over domestic 
consumption is exported to the U.S. and other neighboring countries; 
these shipments have become, in terms of gross value, Panama's number 
one export. Production fell somewhat earlier this year because of the 
Arab embargo and because the réfinery was briefly shut down while work 
on expansion of capacity was completed. Panama's import bill for 
petroleum, according to industry sources, will rise from $28 million 
in 1973 to over $80 million in 1974. 


Copper Contract Awaited 


Several copper deposits have been located in various parts of the country, 
but interest centers on the Cerro Colorado deposit located in Chiriqui 
Province in the western part of Panama. In geographic and déconomic 
characteristics, it has been compared with the large Bougainville mine. 
The Government-owned Banco Nacional estimates that the project for 
developing the deposit will employ between,3,000 and 4,000 workers and 
will net the country an income of $150 million annually for a period of 
25 years. Exploration was carried out by Canadian Javelin Ltd., which 
is reportedly organizing a Canadian-British-Japanese consortium in its 
bid to obtain a contract for exploitation of the deposit. The question 
of who will be granted such a contract is said to be under active 
consideration at high levels of the Government. 


Port Authority Established 


The Government of; Panama has recently created a National Port Authority, 
which is in the process of taking over the administration, control, 
financing, development and long-range improvement plans of all Panamanian 
ports. This Authority's aim is to be a completely independent agency 
that recovers costs from its users sufficient to cover all operations. 
Its obgectives are: (1) to develop new port facilities, and (2) to make 
necessary improvements to the existing facilities. The Government of 
Panama's consultant has considered various sites in the Canal Zone and 
Panama for development of a multi-purpose port and determined that the 
most practical location would be on the Atlantic side, with a surface 
transportation link to the Pacific side. The first choice indicated for 


a site is Coco Solo (within the Canal Zone) and the second, Bahia Las 
Minas. 





Tourism Picture Bright 


Tourism is an "'export'' showing considerable growth at the present time. 
Arrivals of tourists by air rose 23% during the first nine months of 
1974, compared with the same period in 1973, and hotel occupancy during 
this time averaged 89% (compared with 77% last year). A major expansion 
of hotel facilities is underway to help overcome the shortage estimated 
by the Tourism Institute of 1500 first class rooms. The Institute's 
projected investment plans for tourist facilities over the next five 
years total $50 million, not including the new international airport. 


The Government-owned National Teleconmunications Institute (INTEL) 

made its first entry into international service with the acquisition 
effective November 1 of Western Union International's telegraph and 
telex facilities in Panama. The agreement signed with WUI provides for 
the company to act as INTEL's correspondent for international traffic. 


IMPLICATIONS FOR THE UNITED STATES 


Overall Prospects for U.S. Exports Good 


Total imports into the Panama market are expected to continue rising, 
despite evidences of buyer resistance attributable to higher prices for 
imported goods. In terms of actual volume, however, import growth is 
expected to be somewhat slower than in recent years, owing to re- 
trenching in private construction and some commercial activities and 
other trends outlined above. Heavy Government investment in housing, 
roads, power, agriculture and other categories and persisting growth 

in Colon Free Zone trade support the outlook for sustained--although 
slower--real import growth. 


While the inflation apparent in import prices is generating buyer 
resistance and the deferral of purchases of some consumer goods, 
especially automobiles and large appliances, it is seen as stimulating 
probes for new, lower-cost sources. This price consciousness is Causing 
importers accustomed to procuring from European and other non-U.S. 
sources to investigate opportunities for U.S. purchases. Because of 
currency realignments in the past few years and higher rates of infla- 
tion elsewhere than in the U.S., these probes are resulting in shifts 

to U.S. sources of supply. 


Similarly, acute shortages of certain products in industrial countries 
in the aftermath of crude oil price hikes and embargoes are prompting 
more ''shopping around'' by importers. Because shortages are more 
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pronounced elsewhere, some U.S. suppliers are finding new outlets in 
Panama. 


The steadily increasing volume of Colon Free Zone Trade and further 
expansion in the numberand assets of banks operating in Panama City 

attest to Panama's effective roles in these service functions. Free 

Zone imports have been growing annually at 20 percent and reached $335 
million in 1973, making it a leading entrepot. Free Zone firms having 
long experience in regional sales, export documentation and shipping 

can facilitate distribution without need for a foreign supplier to 
establish its own operations. The list of products suited for this trading 
activity ranges from caterpillar parts to pills, with best prospects 
appearing in high-value consumer electronics, small appliances, laboratory 
and medical-surgical instruments, pharmaceuticals, photographic equipment 
and office equipment. Processed foods, tobacco, beverages, cosmetics 

and toiletries also show heavy turn-over. 


Large and expanding banking operations (see above) are complementary 
to Panama's entrepot role. The presence of over 60 banks, with ample 
deposits, represents a valuable resource for obtaining commercial 
information and financing trade. A dozen U.S. banks are among the 50- 
plus foreign banks having branches in this country. 


Best Prospects 


Owing to the limited extent of domestic manufacturing and to relatively 
high average incomes, the Panama market for foreign goods is highly 
diverse. The country's location on major trade and travel routes, a 
concentration of economic activity and population near the Canal terminals, 
and the presence of a large U.S. citizen population in the Canal Zone 

and Panama proper combine to strengthen import demand. A significant 
preference for U.S. products is apparent, especially in comsumer purchases. 


While buyer resistance to rising prices of goods in the latter category 
is emerging, as noted earlier, prospects remain favorable especially in 
processed foods, small household appliances, home decor, certain items 
of apparel and yard goods. 


Best prospects for U.S. exports are identifiable in areas related to 
development, transportation, trade and banking activities. These are 
highlighted below. 


Building and Construction 


Requirements for construction machinery and supplies grew sharply 
in recent years as the Government stepped up the initiation of major 





projects. Public sector construction projects underway or to be 
contracted by 1975 have an aggregate value of $200 million. Those 
planned for initiation by 1977 have been valued in an IBRD study at 

over $500 million. Most are major undertakings: Pan American Highway 
and other roads, two hydroelectric plants, ports, three sugar mills, 

new international airport and a cement factory. There also are power 
distribution, secondary roads, housing, telecommunications, tourism, 
hospital and other types of projects. (See project list on last page.) 
If work on the large Cerro Colorado copper deposit is started shortly, 
sizeable mining, transport and smelting equipment imports will be needed. 


While the 5-year boom in the construction of high-rise and other multi- 
residence and office buildings has lost momentum, hotel construction 
($50 million), public housing and other projects should soon take up 
some slack in this sector. 


Business Equipment 


Panama's traditional roles as a trade, transport and general business 
hub and, more recently, as a banking center have given rise to increased 
requirements for office machinery, equipment and supplies. Modernization 
of Government and social services and increased tourism add to these needs. 
Increased wage costs consequent to adoption of a liberal Labor Code in 
1972 combine with these requirements to force the above service activities 


to adopt new business machines and systems to keep pace with expanding 
operations and minimize costs. 


Electric Power 


New power generation and distribution projects costing about $80 
million are now under construction. They include the Bayano hydroelectric 
project (150 MW), a 40 MW steam plant at Las Minas, a 25 MW diesel plant 
at Panama City and considerable transmission and distribution lines and 
substations. The contract for an automated, computer-controlled power 
dispatch center in Panama City was awarded to a U.S. firm in August 1974. 
IRHE, Panama's new power authority, tends to subdivide projects and 
procurement, where possible, into numerous sub-projects and purchases, 
resulting in a steady flow of bid advertisements. World Bank financing 
for these requires open, international bidding, so there is opportunity 
for both large and small suppliers. Active local representation is 
essential for this procurement, because of short lead times (usually 45 
days) and paperwork requirements for participation. 


Other power projects to be initiated in the next few years and valued at 
$140 million, include a 75 MW steam plant, 2 additional 75 MW units at 
Bayano, and the first stage (285 MW) at the La Fortuna hydroelectric site, 
plus a 150-mile transmission line and distribution lines. 
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Government plans to build three new sugar mills, work on the 
first of which begins early 1975, will require large imports of 
fertilizers and planting, cultivating, harvesting and transport 
equipment. Shortages of farm labor at most mill sites will require 
a high level of mechanization. A U.S. company was provisionally 
awarded a contract for the first $35 million mill, so U.S. cane 
production equipment suppliers may have an edge in meeting these 
requirements. 


A step-up in allocations of financing for general agricultural develop- 
ment by the Government represents opportunities for increased sales 

of many agricultural equipment items. Good prospects will be found in 
land preparation and in rice planting and harvesting equipment. 


Projects Under Way 


Bayano Dam and Hydroelectric Generating Plant (150 MW initial) 

Las Minas Power (40 MW thermal) 

Third Power Project (25 MW thermal, transmission and distribution) 
Inter-American Highway (Link to Colombia) 

Tocumen International Airport 

Major Housing Projects 

Telecommunications Improvement and Extension 

Agriculture and Livestock Improvement 

Panama City Water Supply 


Projects Under Study or Near Initiation 


La Fortuna Dam and Ilydroelectric Generating Plant (170 MW, initial) 
Inter-American Highway (100 miles not yet contracted) 

New Transisthmian Highway 

Cerro Colorado Copper Mine (Development Stage) 

Transisthmian 0il, Coal, and Mineral Pipelines 

Cdlon-Las Minas Container Port 

Master Plan for Development of Industrial Park and Free Port Zone (Colon) 
Sugar Mills (3) 

Steel Plant 

Cement Plant 

Fishing Port 

Chorrera-Tocumen Highway 

Convention Center 


ERICAN » 
%, 
p/ 
nan 


ye 


776-191? 








